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Federal Crop Insurance: Program Overview for the 115th Congress
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ce its inception in 1938, the feder al crop in
gram with | acwe nptarratli cpiiplaltaironoft of eder al support
bhfeeder al crtopliendatargesbagsondn tnhuet rfiarino nb.i | |
e totalt hrretproggstamoffl €0 16r ov@a sy eadbrout2 EF¥2 bil l i on
l'lion (60%) was of direct benefit to producers
54 mil liton o( *t%)e ikRem sk Management Agency (RMA)
roi ulture (USDA) .

ally, the agricultural i nsurance mar ket
e markets. Agricultural riansurasoeascan be
g | ackulafy drnop ad acthah,a edlinfgfaince s yapratdugt i ol
ns,careroglratpend crail 94 kys , mor al hazard, and a
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the heels of the Great Depression an
urance program as a potenti al alternatiwv
weyr ep oalviacielsabl e for only a few principal ¢
i ble acres were insured. Thwehemr ogram und
authorized premium subsidies and brough
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Sicre 1980, federal crop iasedapuibVhtes apramg eme n t
funded by taxpayers and producers. Three princip

1. Pri vaserance companies, known as Approved | n:
whi ch prriemarhye i nsurers selling and servicing

2. Thieeder al Crop I nsurance Corporation (FCIC),
and subsidizes the delivery expenses of Al Ps;

3. RMA, which determines policyatesméa] Psets pr et

The terms of the financi al arrangement between F
negotiated Standard Reinsurance Agreement (SRA).

I n contrasté tloi mihteegprogomenr ahd [ aowi parlehcl payean
federal crop insor ant dbainal$i 1m0 oovfi diimsgur ance prot e
over 100 crops (excluding had, lkhindaedvZndtdge)nwowmnser

mi |l I i on acriensg.s Paonldi cpyarotfifceirpati on we$rle 3smal |l er f
billion in liability on | ess Ithh20t1l&®% ¢fr etmotuanl f el
crops (excluding livestock and othenmipolaboiues) w
62% and producers paid abou®cd8%, BogmeadB8() whbe?2
cotdtaocncounted for 75% of enrolled acreage.

Thgprogram i s permawent dycaunot hin€@oenzgerde sasp ddroaetse not
a new |flomdmevieir, past farm bills have Giawleen change:
the psogliagmificant cost and share of USDA progr e
budget arMu lstadviplinfessr.oidnu cteh2o ndrse smo dvinfuy dma i n

financi al components of the programh Asiwiatle any
sector i novmodrveesnseinan ales iogvreirfeiicgahnitnhassaring that t
i nsurance program meetds oipteg aitretsereddd cp ®lnitdy . goal
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This mepomdtespan overview of tBentedetali ncepti ot
1938, the program has evolved fromcaemtamdi Ipliddyar
of federal S U pApso rtth & oprr caggriame whiyaswiragea.cofevei pol i ci es
breadth of crops cover &d&d,0 éhracs mihlel icomss off & diree P
federal government

From 200,77 htteot 210 1r6et edesal ot popgrasnuwascabout $72
of which ®23) lwialsl iodn di6é ect benefit to producers,

i nsurer s, and $754 million (1% went to the Risk
Department of Agriculture (USDA).

ThiRol e of Crop | nsagemntcieon ncdrhparFeag m Ba Ildost of
i nsurance program with other titles in the 2014
have modified the priongr @am.e SHeowerea lIA@riilclud ,t uirrec ICwd
Agriculture and (MuR)r,i 2hiaovne Apcrto poofs e2d0 IcBhanges t o t
i nsurance progr am.

ThiBack gosoeuentdi o n  odfi stchui sss erse ptohret &f eedretr tatd h egeoo/rea ;m me n |
i nsurance market, outlines thesunaepéipnogndmgr a
examines the feder &l unmrceep tianpulredmiesat teplroathirsaarst er

progr afbar tTihc plaitdyonTypes osaoatdi Restdesctibaes the f
i nsur ancdéemaroketf odemetrati on, crops and | ivestock
the distribution of claim paymeatat ademtesgupr emar
Thi@rogram Oper attseat aod Exphaices the relationshi
operating the prnogrsanf,unhdoewd ,t haen dp rtohger aaccounting

This repamtal daeb spietclidtiicve proposal s. I't also do
of the Standard Rtehesdetaaihles AgidermentCr op | nsur ar
Cor porrFaClhitom (RMA share authority for the program,
Feder al Crofd 71 "US1655.@h c)e épadct i s not Adheea@lty enbsized &
RMA, or issues relating coowgi empsioprealhpayemesnitght fo
program.

1 SeeTable A-2 for underlying calculations and data sour@mmetables andigures in this report use constant dollars
that are adjusted for inflation to more accurately compare dollar values from one period to another. However, most of
thetables andigures are not in constant dollars and do not account for inflatiotalfl@orfigure does not indicate

that dollars are adjusted to the value of a particular year, then those dollars are not constant.

2The terms of the financialgreement between the Federal Crop Insurance Corporation and private insurance
companiesre set ouin a mutually negotiated document referred to as the Standard Reinsurance Agreement (SRA).
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From 200% hteo f2eOdiebrsaulr acnrcoep t i 4 lae glead ®heé | asgsoma tt

after nutrition. The total net cost bFforthe progr
FY018 through FY2027, the Congressional Budget
wi || continud atrgelsea tflag médddndd outl ay after nutr.i
a year, assuming cunkdXH | aw remains in effect (

Figure 1.Projected Cumulative Farm Bill Spending, FY2018 -FY2027
($ Billions)

—

Conservation
$60
7%

Non-Nutrition
$205

23%

Other
$9
1%

Source: CRS using CBO baseline projections from June 2017.

Note: &% 2 EDVHV LWV SURMHFWLRQV RQ WKH H[WHQVLRQ RI FXUUHQW ODZ WK
category in this figure includes farm bill programs supporting trade, horticulture, researcgyeneal
development, and forestry.

The federal pcogpamnsesrpacmanergihb @1 a)sedqamd i zed (7
receives mardAstsuoghfuntdiwguld continue to operat

does not enactt haurmgehw ffaarmmbbilllls, halve been vehicl
in the past. As the expiratCionmmafetblae e2 P14 plosmms
to modify the federal crop insur®ance program in

3 This is the time frame that was available on April 19, 2018, on the RMA web#itipsat/www.rma.usda.gov/
aboutrmabudgetl6cygovcost.pdf

‘RMA, ACrop Year Government CodtDi ofecF éttfwmansmaiusda.gov/l nsur ance
aboutrmabudgetd6cygovcost.pdfi Feder al di r ect cdomsotirclade dppropriationofgr RMAy sur anc e
which averaged about $75 million per year from FY2007 to FY2016, or catastrophic (CAT) level policy fees paid by

producers, which averaged about $48 millpam year from FY2007 to FY2016.

5CBO, Baseline Projections, June 29, 2017.
6 SeeCRS In Focus IF1078%arm Bill Primer: Budget Issuefer more on mandatory versus discretionary funding.

7 Programs funded by the 2014 farm bill have different expiration dates depending on whether they use fiscal years or
crop years. Programs using fiscal years are generally scheduled to expire on September 30, 2018. Programs using crop
years are to expire ttte end of the 2018 crop year. Specific crop year dates vary by crop and by the location of the

crop. For more information on the expiration of farm bills, GBS Report R4244Expiration and Extensionfahe

2008 Farm Bill

8 Several bills have been introduced in the'lC®ngress that propose changes to the federal crop insymaggam,
includingH.R. 2 H.R. 2332H.R. 3698 H.R. 4305 S. 2096 S. 1773H.R. 4425H.R. 5203 S. 2512S. 2713H.R.

Congressional Research Service R45193 - VERSIOHM - UPDATED 2
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Il nsurance is a corner’Blisherbtatcbymerbéeabgbusiuhes
has been underdevel oped compared to other insur a
di f ftioc uplrti Buenudgu &€ htad | enge s, including shortness o
from year to grageoguhdpmhi BRI loffdproel deed. of cro
faced a number of challenges that I|dtns teerdd t he awv
hel ped shapetbHecgevennment ntervene in the marke
agricultural i nsurance can be described in five

1. /DFN RURS GDWD DQG DFWXDWiLPfo®e& DMHG O WHYs t
serioussothlaamtdi capf ronted private crop insurers
ear | y*AI9t0WMsugh dat a agwenighatdodol bgiyeanbave
i mproved, they stil!]l pose significant chall et
repolfandigevol ving climate risks.

2. B3URGXFWISRQHHQGEDBEDWLR@Y ome can be unstable be
primarily determined by the combination of v:
commodity prices. Farm production varies due
di sasters, arnidc uoltthuerralr icsoknsmo dAigt y prices are |
factors, including supply and demand i n dome:

Prices ofcotmmosle tfi ®@asmvehdtitbebgeemoreo year an
day than prices of ntoesst. nonfarm goods and set

3. *HRIJUDSKHRDOKWODWB GIULWVINVOoOf risk iBna key insur

whia hl arge number of individuals contribute p
insure particular risks. I nsurers use the cot
wh o e x @ceorvi eeraesds e s . I n theory, when an insurer
individilalss wihtam perfectly correlated risks,
risky than the aver aglehios itshebd malusvd dwhad n paon i
i nsurer spraeadisskhsaicoacredattehe i nsurance pool ,
insureds having a |l oss from those uncorrelat e

5485 andS. 2667

Al bert Gain Bl ack, AfiToward Farm Security, sPubli@dA Bureau of
No. 308 (1938), p. 13. See also Desmond KediAndhAndtherr ri ngt on,
Cor ner sQop.rkdByusoL.J¥ (1994).

10 ysa Porth, Wenjun ZhwandKen Seng TamiA Credibility-Based Erlang Mixture Modiéor PricingCrop
Reinsurance Agricultural Finance Revieywol. 74,n0.2 (2014), pp.162.87.

“Henry A. Wall ace, AfReport and Recommendations of the Pres
1936, p. 4.
2oy Harwood et al., #fAlncome Risk Management in Agricultur

(OECD), May 2000, p. 94ttp://www.oecd.orggricultureAgriculturatpolicies42750750.pdf

BArthur Charpentier, fi The Seneva Bapdrsolt38, noo T (2008), pprdid®.e Ri s ks, 0
https://link.springer.conafticle/L0.1057palgrave.gpp.2510155ee also J. Antéet al, A Comparative Study of Risk
Management in Agriculture Under Climate Chand®ECD, http://dx.doi.orgl0.17875k94d6fx5bd8en

L william Tomeck and Kenneth Robinsofgricultural Product Prices4™ ed. (Ithaca, NY: Cornell University Press,
2003), pp. 2, 4.

BHarwood et al., fAlncome .ORi sk Management in Agriculture
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extrem®Ggo g omavpchoircraelllayt ed ri sk refers to a sin
simultaneous | ossae@dhiicn aa emar tsiuchl ars geoarght s
ot her natur al di sasters. Compared to uncorrel
l' i kely to result ann iviesryroeniggdiladlo stsuers acr os s

production i s vul ner aycloe rted arnuende rro ussk sg e cagsr awel
sever al wunctorrhree lpatievdatrei stkar .k et has successful
uncorrelated risks, such aschhaalille nagneds f i r e, b

insuring theogeedrnaphi calsikkgse.t hat affect agri

4, 0OXOWBSOHO YV VLQSAGHWPUWRUoQDRHG t he feder al crop i
program, private insurers were unsuccessful
mul tpeprliel s a'fildn rceovnetnruapsetr itlo pnoalmecdi es t hat cove
ri sphecifically | i stpeed iiln ptole cpoelsi ccyo,v emmu latlilp Ir
br oad&klfyi ned categopeéeereisl Eakigieslitnpluered | os
igreatly opxeemedmPaid owmer e especially difficul
operatiandg igrmogmaphic areas. Revenue insuranc
absorbing losses ffrom | arge price declines.

5. $GYHUMBHFWLRQ DQGABREDG KD§U@ctifaneand moral |
often cited as major causesoinnft peaivate insur :
agricul tAArdalesrssleert dofr @ms -rtios khifgahremer s being mor
i kely to purchaseskn$armerce #ahalhthbEowame pr et

I
|l argekys from an insured having more infor mat
t hres u*Martmdzard refers to the general tendenc)
take on greateér risk once insured.
( OEl xUPOOWEOEwW&UOPUT wOl wUT T w%l ET UEOQw"
According to a USDA publicationhtndme@dB®bBBBbnshe f
of dollars to assist fafrrnoemm sarionu ntdf*el DER#8k et 0o f1 9c3r8o. p
mai nt aifinled phlaltic, t hrough the Government, coul d
Harwood et al., #fAlncome .ORi sk Management in Agriculture

17 For example, &il tends not to be geographically correlated, meaning that a loss on one farm does not imply losses

throughout the surrounding area. Private insurers in the United States have been successful with rating and managing

risks associated with crop policiesath covered only hail and fire. Those Acrop
subsidized and are entirely regulated by the state departments of insurance. Federal crop insurance policies also cover

hail and fire losses stemming from natural causes. Somegsarsichoose to buy separate hail and fire insurance to

supplement federal policieSeeNat i onal Association of Insurance Commi ssione
Handbook: A Guide for | nhtp/wawmmie.or@erefreclCRQRB1IpdicGeeMlasgy 201 3,
Harwood et al ., Al ncome ORi sk Management in Agriculture

8Bl ack, fAToward Farm Security.?o

Bwal | ace, ifReport and Recommendations of the Presidentods C
2Bl ack, fAToward Farm Security.?od

2lLysa Porth an Agridtlaral InSueancg MdreaRoom tdiGrow;? Bhe Actuaryvol. 12, no2
(April/May 2015), p. 37.

2Harwood et al ., fAlncome Risk Management in Agriculture.o
ZpPort h an dAg8altugl Indusance 0 i
2B ack, iToward Farm Security.o
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expense of an insurance proogrntamdwiinch hwoul o whme If @
alternatiyv to providing oc@irect relief in time o

e
In 1936heoheels of the Gre#®th®eprsesCGoidnemittatnede tohne
Crop I nsurance r é@cholingnlenn t-pedrpile)p |carnd po fil®SWBr ance.
Congress enacted the Agr PclLuidtdgsrvani cAHE Cdir€g antaend Ac t
whoblwped government corponstuired. ahdi admi hyst ECed
i nsurance politvemewttbbdbuprithadehansdewnakbepmempa
would not come about until 1980.

I n the early years of fader bomhibe dfeoi mosiup aln cer, o PO
(mainly corn, barl ey, oatasnjdns ar § hummnt edheambecobf
Partly as a cons@qguemcéeedf stbeeprogt gma small pr
wer e e®fAThod Iprdogram | argely cowhéenumdj ®n ¢hasgwsy
including the ipnemidwmts wmsiodi d ®edanmdlthe partici
compadnieels to a substanti al increase in enroll ment
(7 U8t )s,egmodi fied by subsequent farm bills al

per masnteanttut ory authority foLJXWHEtprogsameygs it e
modi fications to the program from 1938 to 2014.

Bet ween 1980samrdr2o0ileduagere @maforpom 26. 6 million ac
el i gi b®teo aabBoBust)ni | | i on acres (86% of akhhdacres),
forame separately [*iDweadtngck hantd tnures dariaeame., t he r
insured incneoad®Beftpymed8of policies offered als
fromywineel d ©Oho®uogiecel2W0di ng yield, revenue, margit
revenue, among ot hers.

Bl ack, iToward Farm Security.o

26 Prolonged drought ithe Midwest and Westombined with a lack of structural, culturahd vegetative water
conservation resulted in severe wind erosion in the early 1930s. These conditions persisted for a number of years,
resulting in severe dust storms, millions of tons of topsoil loss, and prolonged ecological damageetmeittioral
headlines. The termust bowls frequently used to describe this condition and firame, as well as the impacted

areas of Colorado, Kansas, New Mexico, Oklahoma, and Texas. For additional information, seeHi@otias
fiReadings in the History of the B€&onservation Servica USDA, p. 142 https://www.nrcs.usda.gdwternet/
FSE_DOCUMENT Sitelprdb1043484.pdf

’Wal | ace, ifiReport and RecOommmintiae ¢ oo OGrfop hlenPuresndend 6s

28 Joseph W. GlaubefiThe Growth of the Federal Crop Insurance Program,-2830.p American Journal of
Agricultural Economicsvol. 95, no. 2 (January 1, 2013), pi82-488, https://doi.orgl0.10934jaehas091

®Jeffrey L. Miller, AA New Role for Federal Crop Insurance
1981, p. 19https://www.chicagofed.org/media/... /1981Eep-sepoct198tpart3miller-pdf.
°RMA, AThe Risk Management Safety Net: Market Penetration .

InsurancPor t f ol i o, 0 September 2017, p. 1.

S'Richard M. Todd, fAExpanded Federal Crop Insurance: A Bett
Federal Reserve Bank of Minneapo(@jarterly ReviewWinter 1982 pp. 1Q 20.

2RMA, AThe Risk Management Safety Net. o
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Figure 2.Timeline of Significant Legislation and Events Related to Crop Insurance

Source: CRS compilation frormultiple sources.

Participation in the federal c¢crop insurance prog
from 198)DLIXNYH2A1Spi(ke in enFeddmentCrhop | loweudr d@rmhe
and Department of Agricu(fuRrcedPRdeoBPOMi zati on Act
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response to a Pcbviegqonriongeperod®88®8dnscrop insur a
eligible for a variety of other federal farm pro
As a rfurntcheent i ve t oAptaralisd parteat adch et HleD 94at ast r orf
I

evfeolr which FCIC pays 100% of the premium and p
fee. About half of the acres enrolled in 1995 we

Figure 3.Total Insured vs.Total Planted Acres
Principal Crops

Source: CRS using total insured acres and catastrojdwel (CAT) insured acres from RMA Summary of
Business data and final acres planted to principal crops from the Mdtigricultural Statistics Service.

Notes: Dotted lines do not indicate precise dates and are placed within the year in whidRettheral Crop
Insurance Reform and Department of Agriculture Reorgatidon Act of 1994 (1994 Act), the Federal
Agriculture Inprovement and Reform Act of 1996 (1996 farm bill), and the Agricultural Risk Protection Act of
2000 (ARPA) were enacted. Acres of insured specialty crops have also increased over the years and today
account for 16% of total insured liability. However, siptg crops are not welsuited to measurement by acres
and thus are not included in this chart. For more information, &S In Focus IF107@5¢deral Crop Insurance
for Specialty Crops

Foll ows migk ¢ hien i nsured acres in 1995 to approxiim
OLIXYH participation di pped rwiidtul ttihree plampsragwe md n tt
Reform AJqthl®fa6lmdkPhall.L AW 4 whi ch repealed the provi

federal crop insur arecgaiacgevwemdagd oan odlhiegi Hialrim ypr
participation slump following the 1996 farm bil!l
generally increased from 1998 to 2017. The incre
could be atttrhiebuAgetdi Rins kpuaRaotteoct i cPn LARLAHHBf 2000
which significantly increased premium subsidy | e
premi ums fparnmderms and made crop insurance more af
role of private insurers in developing products.
$111TEUWOI w" UOx w( OUUUEOET wOOw2UxxO0OIl Ol Ol
According to CBO, one of the sthatsedepnl itoy redallcs
agricul teurrad!| isanccteo ro fia ds dipdped ®@snteat ads LSt ance payma
However, it is difficult to assess whether this

33 CBO, Options to Reduce the Budgetary Costs of the Federal Crop Insurance Prd@geembef017, p.1,
https://www.cbo.gogystemfiles/115th-congress20172018feportsh3375federalcropinsuranceprogram.pdf
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it is not possiblegtoncomeparce ofpedasal assgengir ogr
suppl ement al assistance that mighavaawabheen pro
which to measure declines in federal assistance
i nsurrangc@dEw.en so, others assert diffactewmallyy cl a
cost more than the disaster Q)ddXsthawse that it w
suppl ement al assistance for crop |l osses from FY1

Figure 4. Supplemental Disaster Assistance for Agriculture
(FY1994 to FY2016)

Source: CBO, using data and information froRMA CRS, and a review of enacted legislation.

Notes: The bar labels identifseasons for supplemental assistance in all years that it totaled more than $1
billion. That assistance, which is provided separately from scheduled appropriations, consistseotpayicrop
producers for major losses attributable to natural disasters and other unscheduled support that addresses the
types of perils covered by crop insurance. It does not include support provided through rdagsspayments to
producers to compenga for low commodity prices, standing disaster programs created by the Food,
Conservation, and Energy Act of 2008, or nonfarm programs.

On February 9, 20rnd,t ICo nRr esisdtgrets Baigpganretdi siannt oB ul da
Act ofP.20-18306G which broadly authorized suppl emen
$2.36 billion in disaster assistance® for crop | o0

/ EUUDE &@OOPEEGQOE a x| UOWEOEwW1 !l UUU
Since the Agri ¢akbadadPhAdt &7 MolfBteRd@lrdal cr op i nsur al
program has become arteptoglamgrivcutht oompasapbpe
than either commodity price and income support p
Price Loss Coverage, and Marketing Assistance 0

L
Environméentyal n@Qeadriaam,s Conservation Stewardshiop
Conservation )Reserve Program

34 CBO, Options to Reduce the Budgetary Costs of the Federal Crop Insurance Pr@gtdm

¥See, for example, AQmaep Wen suraarmdc eCr aArg Aronxyali Di saster, 0 Er
November 2015 p . 1, concluding that #Acrop insurance actually cos

36 CRS In Focus IF1082®%griculture Funding in the Bipartisan Budget Act of 2018

Congressional Research Service R45193 - VERSIOHM - UPDATED 8



Federal Crop Insurance: Program Overview for the 115th Congress

| EUUDEDBXXxEUDOO

RMA reports that in 2015 th

i nsuwer gt ection (lcirapdsd dltwdi Mfgorheow,erl ilV0e0st oc k, n
rangel and, aabnodudtBomabbk) oonacres Pol i 8§%odf eeliingishb
participation were muclh $mal liielllififeori tlhievyd sitvoecskt o c
(pri martitllye, swine, and dairy on | ess than 3% of
premium for crops (not including |ivestock and o
premium subsidies paid by *CIC amounting to abou

e crop ihlislulriammceofpr og
i
r
I

"UOx UWwEOYI Ul
Cop iamgwer covers a nvcdruidetnyg orfa jncorr onpasin, gfl rd wyiptess p ® f

vegetables, and nursery crops. Be na ana ofoytbleainrs
have been the predombpaptabibps ycosnobiwelgdlsi ¢ 0. 3
and | fabi bbypeans owats o0$f2 4a 3t obtiall iloinabi |l ity of $1

soybaaosunted for approx@Bmabmelay 63%bolitlyetpmaodgry

EUIl Uws OUOO0O0!l EwY Faw" OBBROwW/ Ea Ol OUUOw
g
a

Durin 206 2PpOOIi od, the four | argésoreyrops produ
soybeans, wheaxtcouamrnedc dtotrombout 75% of t he enr ol
clai mgLpXaYitffhddi ti onal information and analysis or
portfolio, including crop coverage and mar ket pe
di fferent pollieyftogmeBRMAIi s availab

87 Indemnity payments atesses paidy insurers to insured€laims are requests made by insureds to insurers for
payment of losses. Indemnityymaents, indemnities, and claim payments are used interchangeably in this report.

RMA, fAThe Risk Management Safety Net.o
¥RMA, fiThe Risk Management Safety Net.o
40 CBO, Options to Reduce the Budgetary Costs of the Federal Crop Insurance Program

41 Basicprovisions and crop provisions are availablbtgis://www.rma.usda.ggwblicies/ Special provisions are
avail able in RMAG6s Act hitpsr/webdpp.rinamusda.gaepfsictuaoiainfoBratonbowser/ a t
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Figure 5.Acres Enrolled in the Crop Insurance Program and Claim Payments
By Crop, 20062016

Source: CBO.

Notes: *For most crops, enroliment is reported iacres. For a few cropsi6t included herg enroliment is
reported in other terms, such asumber of trees. These cropsompriseapproximately 1% of prograpolicies

/] UbDOEUaw/ OOPEaw3axi U

Producers may select from sevef’Hdst ypedendl fedep

i nsur ancmeayp oblea speudrscahs | n dwivdied upaoll iocri easr emai t h cover
either yield or revenue from the insured area. T
categories: (1) individual yield, (2) individual
| ndi vbiadsueadl pol i ci es ia sfulsrremnaousrsecsd a g eaipfoil ¢ ci @ s

insure |locsesy  wmhdrmhmega ohar m-bias eldo patle &.i esi @lnds ur e
production | osses from natiwrealmodasusuas,s thah las wdn
and di*Reashased policitelse i nembpen eadgiacitmisati | osses
nat ur a& ndieaculsienses i n commodity prices. In 2016, t
individual r envieunnu)e a(n8d4 % nodfi vpirdeua l)LyXOeH d (11% of

Figure 6.Federal Crop Insurance Premium by Policy Type  in 2016

Source: CRS usingRMA "7KH 5LVN ODQDJHPHQW 6DIHW\ 1HW ODUNHW 3HQHWUDWLRQ
Rl WKH )HGHUDO &URS ,QVXUDQFH 3RUWIROLR p 6HSWHPEHU

Notes: "2WKHUp L Q P @&hbléfabnurevenue, index, and doltaased policy typed.otal premium
for all policy types was%®3 billion in crop year 2016.

“For more information, see Rhipgs/wwiv2nialilagdwliwips/ Pol i ci es and Pi |
2018policy.html

BRMA, ACommon Crop | RArevisiona 81€,bttpfonw.rmayusdd.gosdlicies201848-br.pdf
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The dominant policy ty)yldX)H ave ceeh a&rhgeedch d wme rt btdiurhen
1990s, individual revenue policies have grown to
domi pahtcy type.

Figure 7.Federal Crop Insurance Liabilities by Policy Type from 1989 to 2017

Source: CRS usinqRMA, Summary of Business data.

Notes: Individual revenue policies became available in the tmidte 1990s. Funding amounts are in current
year dollars.

, OU0w/ OxUOEUwW/ OOPEDPI UwEaw+PEEDPODUA
TDEGH ows t he t dpdetsherrd ébeydollbiesibboeds)i ty i n crop year
Protection, (2) Actual Production History, and (

aoaunted for approximately 88% of tot&lorliabilit:i
more information on these policy $S9SHOLGLE®d t he f

Table 1.Federal Crop Insurance Policies with the Highest Liabilities, Crop Year 2017

Policy Type Policy Name Liabilities ($) % of Total Liabilities

Individual Revenue Revenue Protection 73,580,488,14¢ 69.3%
Individual Yield Actual Production History 13,304,661,81< 12.5%
Individual Yield Yield Protection 6,777,344,10€ 6.4%
Other N/A 12,437,237,27¢ 11.8%
(all policies) (all policies) 106,099,731,341 100%

Source: CRS usinRMA Summary of Business dasecessed February 19, 2018.
“"OO0OUIlI UVIHUWEEQX Ewl !l gUDbUI Ol OUU

Three conservation pro®ieibgsbcbutydy Bb6fetedar pto
premium subsidies: (1) sodsa¥%er, (2) sodbuster,

44 For alditional information seeCRS Report R4245%onservation Compliance and U.S. Farm Palicy
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2BUEYI U

Section 12020 of the Food, Cho2&6&8 wmokh iLloin, 1 18nd Ene
246 made fatieagsesodneligible fodie€s opndntshue ance
Noninsured Crop Disaster Assistance Program for
had been tilled for an annisald stawap .woiuhlikiea pr pvi si
applied only at the hopteisprecdfi viehes tqadwerwndrh «afr ogd
Pot hol e Nat i oNaol ghrviearniotrys frpataed t8 participate |

Sectlil®ddf4 t he 20R4L¥FAPr mnbeinldled] and aevepampdediasiond
originaedyienabhe P2QLO0-34QB&Thme b2014 (sodsaver provis

native sodMinnesrtatatewa, North Dakota, South L
Nebrars&taher than only the area covered by the Pr
2014 provision | owered approved yield guarantees
by 5d®dempteage points for production on native sod
clarified that native sod could include | and tha
could not substantiate that the ground had ever

2GEUUUI UWEOGEW2pPEOXEUUUI U
Th2014 faddeldi ttop i nsur antchee plt B ruong rsaund shi edni eefsi tt:
t hadul d be 1l ost i f a producer were out of compl:i

protecting highly erotddob,| € olnsreds,atkmawrmpras i sdbnu
wetl ands, knowh as swampbuster.

Producers requestiinngt hper ef nuniruanm cseuubyskiadriesash s er enact
certdaifry adimpltihan c @adnbdutssivearpp mws tse 10 B DtAa svkaesd wi t h
eval uwuasge enigf i cati ons. Producers out of compliance
woul d be inelaingi &mieumo3 blesiltdlveesiofsur ance premium
wagsot retroactiveonanh¥t edumHhlitsakeatafvfeeatppeal s wer
The 2014 farm bekempteaoneacmehideonwe imge w rtooducer s

compl i ance ardaq utiiromead(nftisve rteo ndavalnce gredarcgmply
conservati ¢twmsiklogrsfabddaoale crop i nsurance premium
with compliancetoi bhat®0kédafgcameanlbi lwlerien saulrlammweesd t

years to devwiltolp andordenp\tgti on pl an.

45 Native sods defined in Section 12020(a)(0)(1) of the 2008 farm BilL( 116246).

46 The Prairie Pothole National Priority Area consists of specific counties within lowa, Minnesota, Montana, North
Dakot a, and South Dakot a. PrarePothole Natonal Pribrioy/Anpadt i o n , see RMA, fi
https://www.rma.usda.godétapothole/

47 CRS Report RL34557, Conservation Provisions of the 2008 Farm Bill (available to congressional clients from the
author upon request).

48 CRS Report R43504 0nservation Provisions in the 2014 Farm Bill (P.L. 17%3.
49P.L. 11379, §2611.
50pP.L. 11379, §1211.
51 CRS Report R435040onservation Provisions in the 2014 Farm Bill (P.L. 17%.
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- Ow/ EaOl OUw+pPOPUEUDPOOUWOUW, 1 EOUW3I UUDC
Unl i ke some farm subsidy programs, federal <crop
amounts per individual or entity, nor dW%oes it re
/| UOIl UEQuw. x| UEUDPOOWEOEwW%DOEOEI
The federal gram iirss wrpemrad emWlrd hrough public and
by both taxpayers and producers.
$00UPUPI Uw. x1T UEUDOT wUT T w/ UOT UEOD
Three main entities operatelLIXhel feder al crop ins
1. Private insurance companies, known as Appr ove
are the primary insurers selling and servicirt
2. FCIrGi nslie eisns ur anscied ipzoe sbecki peesn, & esfusbby payi ng
them Admiandpter at i ngsALKOhsi daénd pays Al Ps for
catastrophic risk protéCATOMAEDPss adjust ment
3. RMA drafts federal c¢crop insurance policies, ¢

Al Ps.

Figure 8. Entities Operating the Federal Crop Insurance Program

Source: CRS, based on the 2018 SRA and descriptions of the program published by multiple sources.

52 CRS Report R4473%).S. Farm Program Eligibility and Payment Limits

53 As of the 2018 reinsurance year, there were 15 AlPsT&lgle C-1 for a list of the 2018 reinsurance year AIPs. In
2016, three AlPs sold 47% of total premium.

54 A&O and CAT LAE are compensation AlIPs receive from FCIC for delivering policies. They are calculated as a
percentage of total anal premium.
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BEDE w/ Ul OPUOWEOE w%i 1 U
100% of the premium for CAT policies,

ays
ch crop insured at the CAT |l evel -in each c
ClC pays part of the tagt dlhepremaudamifngr ppreo

BB Wependi ng ypreCp €Il pays 38#.Fofom Re Opirng i L2016,

I
r
)
e FCIC subsidy rate decreasheisglhhest heocvevagaglke
5
gr g4 tCe paoifd teolt%,lanpireducer s paid 3°9% of tot al

UEOEEUEwWll POUUWRXDIEIAU T UTT O OU
b

erms of the financi al agreement t ween FCI
ent referred to as the Standar dSRReinsurance
with FCIC everVYheegesarahceeymarof the SRA are t
What differs is how the companies cBoose to divi
fic o mme dicn awhi ch the companies dfasaignielmer makor ity

which FCIC retains the majority of the risk.

Under the terms A& hhEsdSRAAI FsCIfCorp adyesl i vering po
up coveasgwell fas CATIi NRAEI ngopelria@elsi wert yn CAT
Exped) € C shares underwritiong lacxoad amnrce gvditrhs tv
of t hoeb ySRAe ifnesduerrianlgr amaem ipmdAilcPises sol d by

The 2008 farm bill allowed FCIC to renegotiate t
reinsurancmogmpehrpéthedlBeginning July 1, 2010) .
the |l ast time the SRA was ubesneegguoetnita taendn u allh eS RA0sL 1
reinsurance year 2019 are substantially identica
A provision in the 2014 farm bill requires that
neutral .-nEherhudgeoptreegunit semENC fhe mBiRKAhnegot i at i
financial terms that add costs ¥r result in savi

/| UOT UEQw®nUOEDOI

The federal rcorgorpam nissurpaenrcnreanpent | y aut horized by
of 1988 amendfd8@t7)slsh@aSprCovi des manoddfsuchy sumsdi ng
as are oMecedA&®Orypremium sdbsi doRMA aampll @yt dhes us e

and resources disecrendedatlyr dwghlli ng authorized i
I n recenté ydedsicanRMA fundi ng 7hialsl ihow eperd fairowald vy

RMAefines direct costs as premium subsidies, in
gains/ |l ossef@i.ndboexltiss reé¢pgor t o c ds$ ticsft ntbitr dancl udec
cost s.

55 See columns (A), (B), and (C) dable A-1.
567 U.S.C. 81508(k)(8)(F), added by the 2014 farm BilL( 11379).

577 U.S.C.81516 (2). The federal crop insurance program mandatory funding authorization is referenced in the
Consolidated Appropriations Act, 201F.L. 11531

58 RMA Direct Costs of Federal Crop Insurance, Crop Years 2005, as of 04/17/201hitps://www.ma.usda.gov/
aboutrmabudgetl6cygovcost.pdf
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The tot al dfii ecdentalc ospo o gtir o el @ nfced efroarl cgroovpe r n me n
year s2@0® 7was aboutof$ Mzhibkcihl laiboout $43 billion (6C
produs28rbi |%)iecomtA(tB8, and $754 million (%) went
There are three principal types of federal subsi

pro@rpamducer premium subsidies, A&O and CAT LAE
shared unmderkwmwiittihng he Al Ps.

However, on a ,thanpmogramatobasisesan e divided i

1. Del ivestys (A&O and CAT LAE),

2. Totiamldemni ties ¥ronted by FCI C,

3. Underwgditisngattri buted to Al Ps, and
4. RMA appropriations.

Premium subsidies are not included in the four c
account in attributing gains/ |l osses between FCIC
External funding sources that potentially contri

tlee categori es:

1. Prodpaed premi ums,
2. Prodpaed CAT fees, and
3. Undetriwmg | osses attributed to Al Ps.

The shared underwriting costs (olrn gmasnts )y evaarrsy, Wi
federal government péawpsthaerdgePandbuiwwri hi 2Q1l2ot6hes
positive underwriting tr7DE®Her Tho st meg Il saleng o
,which illustrates the net c ogsotv eafn nfeendte rfaolr ccrroopp

20@2M16 using the four <catieesoradfe se xotfe rcroaslt sf vamdi nt g
above.

I n the context of over al |l f

undi ng i-maicd o@AT nsur a
fees are small rel ative to other

factors consi de

59 SeeTable A-2 for calculationsRMA appropriations are largely salaries and expefseRMA employees.
60 CRS could not locate data fdt mdirect costs authorized by the Federal Crop Insurance Act, suldtamining,
education programs, cooperative agreememd,Sectiorb08(h)product reimbursements, among others.

61 FCIC pays allmdemnities up front on behalf of AlPs through escrow accounts. Monthly accounting and annual
accounting processes calculatav much of the indemnities are attributed to AlPs. AlIPs pay FCIC back for
indemnities that are attributed to the AlPs on a morghty annual basis.
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Figure 9. Net Cost of Federal Crop Insuran ce to the Government

Source: CRS, using the RMA tab@rop Year Government Cost of Federal Crop Insurance Prog2007-2016
as ofApril 17,2017, https://www.rma.usda.gaboutrmabudgetl6cygovcost.pdiCAT fees and RMA
appropriations are from the Budget of the United States Governniefsppendix, FY2002016, at
https://www.gpo.gov

Notes: Years are crop years, except for CAT fees and RMA appations, which are on a fiscal year basis.

Positive numbers indicate external funding coming into the federal government. Negative humbers indicate costs

SDLG E\ WKH IHGHUDO JRYHUQPHQW 7KH "1HW &RVWpu OLibkeLY WKH UHVXOW
positive amounts. FCIC premium subsidies are not included &sdandual category because they are taken into

account in the calculation of net underwriting gains and lo$3BS could not locate data for certain indirect

costs authorized by th&ederal Crop Insurance Act, suchdeta mining and education progran@AT fees are

the thin brown lines above producgraid premium (green bardgRMA appropriations are thehin blue lines

EHORZ "$ 2$0Q& (& SXUSOH D&GaBKLWH VWULS

| DLIXYtHhe bl ack |l ine represents the net cost of t
calculated by combining thExhegaali veubdirsgasdut b
shown as positive amounts. These incl-pdedCAT f ee
premium averaging approximately $3.8 billion a vy
by AI'Ps to FCIC in 2012.

Goveemtmscast shown as omegattiivng aeormouwretlds very cost ¢
LAE) averaging $1.5 billion a year, indemnities
paid by FCIC to Al Ps averaging $vierdagoiing i$m5 a ye

million a year.

The caWUeder writing LossoOrPeapirde sheyntlheldP sb yt oa FbdlaC,k b
dotngLJXUHcecs only in crop year 2012. That year th
and widespread dFf°Ougdgthte irre mah eni Migd we site year s, Al [
under writinmgtagdhimys trlkeeryelel ow bars with bl ack do

I n practice, Al Ps cowiltehcitn par, tofdeuw £reeapkrdeimeé ufmu ma & t
FCIC does not pay premium subsidies dirfrectly to

paid premiumjomrenatheuvannddr writing gain and | os
2May to August 2012 was fithe driest fourJamedleé hs the United
National G e o BindiagphHe Reasohsdowthe, 2012 Droygldst Apr i | 12, 2013.
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Al Ps. Al Ps each have escrow accounts that are fu
indemnities through these escrow accounts. Once
process,ulRMAescaHacw much of the indemnities paid
Al Ps, accounting for hobw nulchhs oan d haec-praiiustkt iwiags froe
premium. Depending on these factors, sheme mont hs
i ndemni tifi ecatfhédds@ mont hs.

At the end of the reinsurance year, t here i s an
sharing terms of the SRA (fumdneatl |Ibcakiounot prolpa
nopnr opolr trieminmsur ance) for all crops, by state, toc
underwriting gains and | osses will be divided.

/ Ul OPUOwW2UEUPEDI U

FCI C premium subsi di epsai(dalpsroe mieuf ne)r reesde htoow ta ss hFoCa nC
cat egpbJXWHencause they are taken into account in
|l osses betweeRoFCtEmplaXUsld B s ppaoiddicperremi um and

FCI C pr esmibsi dies f@0OD16éropoyebrpremDid-mai d t he sul
premium andmFCMCsubsi di es.

Figure 10. Producer -Paid Premium and FCIC Premium Subsidies
Federal Crop Insurance Program from 2007 to 2016

Source: &56 XVLQJXrP $edr Government Cost of Federal Crop Insurance Prog20872016.

@eémms subsidy r at esFeadeer aslt aftcuet pPArtenhsjuuresae s ubg i O h e ¢
ve been increased statiutosriily bg98Contghewssi fil@
d 2000subBbsesygerae cadd yc ariceddgeucti bl e decrease
e exceptiolnoss pdlei csiheedSlYopwo lwe dedtualt | ®dvwgr age O
CO) and Stacked I ncomei ePhohaecei snmatti anp( SMAXMN
60% and 80%%»® respectively.

Pr
h a
an
t h
(S
Subsi diycrv-gp esoverage on yield and revenue

po
coverage and | ower adeg€e3udcy® otholCASSEO evnveradgéy the | ow
|l evel of coverage for crop |l osses, has a 100

63 STAX and SCpolicies cover shallow losseSTAX is available only for upland cottoSCQis available for a
variety of cropsn conjunction with an underlying policgee CRS Report R43494rop Insurance Provisionsithe
2014 Farm Bill (P.L. 119).
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Il herms of )edXYPH &l owi fdemnity payments (also refe
shown as a cost to FCIC. The division of the ind
the terms of the SRA, is taken into account in t
bet we@INC and the Al Ps.

Fr 200 t o p2®@ducers received $65 billion more in
premi(uwa XUl n ot hadrurworgds ,hi s period an average p.
average of $2.22 in claim payments®Not ewehydol |
producer experienced a net pos,jatnidv e ormet urerc efirverd
more thaunl ahedcaverage. RMA data indicate widesp
under the cr op®Forsugxaammel @,r ogmeamtudy noted that
in aggregate had a negative returnteon2?®ddp insur

Figure 11.Total Claim Payments Received and Premiums Paid by Producers
Federal Crop Insurance Program from 2000 to 2016

Source: CBO, using RMA data.
Note: Premium subsidy rates changed during some years. The figasendd show premium subsidies.

#1 OPYIl Uaws$sRrRxI OUI U
Progidamidcogengrally refers to marketing p
premiums, and adjusting 6dehi meryFEbEt su

X A& ubsidy for -ppltovesaweéef habdy
x CAT UME policiegsewitbvE€AAgeEe.

64 Two studies that have looked at the difference in how much producers pay in premium compared to how much they
receive in indemnity payments are (1) CBUptions to Reduce the Budgetary Costs of the Federal Cropaimsair
Program p. 13; and (2) Bruce A. Babcock, fACrop I nsurance: A L

Group, February 2016.
65 CBO, Options to Reduce the Budgetary Costs of the Federal Crop Insurance Program

66 See RMA national maps for theraral distribution of countjevel indemnity payments at
https://www.rma.usda.godataindemnityindex.html

’Babcock, ACrop Insurance. 0
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A&O and CAT LAE are not baseadterdtylee cadtcwdlatexdp &
a percent agleh eoyf e,p miednvi eavkeern, f reomm utno.t allhepyr ar e pai d
separate gevdynmen#fAl Bsb The SRA sets their amoun

X A&O edwedlween 12% and 21. 9% of premi um, depen
coverage |l evel. Al Ps recei Wisen aap blbascnku,s per cent ¢
sates with a | os% ratio greater than 1. 2.

x CAT LAE is fixed at 6% of premi um.

Th20 BRA est ahdxiisnhuend (acap) for A&O s ubbisloldi per of a
year and a mappmaomi fnaue o$1.0 bill i S®&kA. was 2011
renegothaeguents SRAs th thgahv er @ ihres wsraanmec.® &yOe ara p2 G
CAT LAE and A&O spobbkidi dope wee tmominmem amomdvar d
maxi mum amount’§reset 2D06W &02016, (aAROu aln dd €lIAITver y
LAE) averaged about $1.5 billionJXWHich was abou

Figure 12. Delivery Subsidies in the Federal Crop Insurance Program
(A&O and CAT LAE)

Source: CRS using RM&rop Year Government Cost bCrop Insurance 2002016asof April 17,2017
Notes: A&O is Administrative and Operating subsidy. CAT LAE is Catastrophic Loss Adjusixeense.

The |l argestexsxpeagspe rdeldi weyr YAl Ps i s comp®@nsation f

Crop insurance agents are |l argely independent ag
BecaRiIMMd et er mi nes ,prAd mRisu m arnentogd b coimpes e Hased on ¢
I nstead they tend to compete by establishing rel

68 As used here, loss ratio is the resultlividing indemnities by premium

69 The 2018 SRA, Section IlI, subsections (a)(2)(F) and (G), provide formulas for the A&O minimum and maximum
amounts and detail which policies count toward the minimum and maximum A&O amounts. Se@ppt 22
https://www.rma.usda.goplibstalsraarchived/8sra.pdf CRS estimated the cup and cap A&O amounts by applying
the 2008 total delivery subsidies in the formulas for the cup and cap.

70 See 2018 SRA Stion llI, subsections (a)(2)(C), (D), and (E), p. 22.

"1 SeeTable A-1.

”Joseph W. Glauber, ACrop Insurance aRdi PateaParBaetehi peb
Taxpayers for Common Sense, De c e mb ederal ZodlGsyranpe.Progitam: ci t i ng Gr
Profitability and Effectiveness Analysis, 2013 Update,o0o 20
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Thus, itéi dnitreraermstAItRb hire successful agents. TI
agent market competitive.

Thed12Z and subsetquteinmmietSERMsRIne al |l owed® to pay ager
Specifically, Al Ps may not pay more than 80% of
commi ssi ofHobwewagrentan Al P may tpaylThd¥mpefnsMm&Q oand
LAE shtya€ert ai n accen‘tifibteiroensi s no | i mitation on how
may reodeinge as it is within the “fhaxiomthmra mwoundts, al
Al P could pay one agent 80% ofs ¢tdreg ARD iitt diedt en
commi ssions to any other agent

40EIT UPUPUDPOT W&EPOUWEOEW+OUUI U
Customary insurance vocabul ary sdoaecss nooft tphree cfiesdeel

Crop insurance programabsdacwsd tro fuwdithuesrepiurbd urcanc e
sectors, the formula generally used to calcul at e

Underwriting Gains/LoSS&Sner ins. sectors= Premiums Indemnities- Expenses

federal crop insuramceugax p&OsandalCATr e ABbuBS
s, RMA calculates underwriting gains/ |l osses i

n
hi
onsidering expenses.

I

t

c
Underwriting Gains/LoSS@Sderalcrop Insurance= Premiums Indemnities

JLIXUBhows the net unaoér WiICiIl ICi mg dg #pirems Ahle® sgsee Ibrag ss |

represePandédewAilting gains (positive bars) or 1| o
bars repfesuendterPn@1liG@i ng gains/ |l osses. The bl ack |
net underwriting gai ndt/Haots sbese,t oAllnFdse e wAli P$s nan d ak @
mi nus&R€1l Cunderwriting gains/losses. A positive
Al Ps had a | arger share of gains or smaller shar

73 Section Il1(a)(4) of the 2011 and subsequent SRASmiations on compensation thAlPsmay pay to persons
involved in the direct sale and service of eligiblop insurance contracts.

74 See the RMA Standard Reinsurance Agreement Fact SHegisat/www.rma.usda.govéws201006/
610srafactsheet.pdf

5 Section Il1(a)(4)(C)of the 2A.1 and subsequent SRAs.

6 RMA, fiFrequently Asked Questiondgent CompensatidhnS c h e me s o http)/evww.rmaeusda.govelp/
faglagentcomp.html

77 National Crop Insurance Servicesintains that A&O and CAT LAE do not cover all AIP expenses. See Grant
Thornt on, AfFeder al Crop Insurance Progr am: Profitability a
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Figure 13. FCIC -\and AlIPs -Net Underwriting Gains/Losses

Source: CRS using RMA Crop Year Government Cost of the Federal Crop Insurance Prograr2067

From 2007 to 2016 the program had a net total un
about $2.6wkntlitonFC1E€%aAnd $13. 4LBXUH®i on (84 % v
During those years Al Ps had2dm @hred erawr iFtCil ICg hlaas s
underwriting |l osses in 2011, 2012, 2013, and 201
The SRA sets the methodology for dividing under w
Al PPThe 2011 and subsequent SRAsratavenaani mptacheée
premfPumsAl Ps based on the undeLiWwUHshowsgahe/ |l oss

Al Brsat e of returnfod®@deétOaliSned premi um
"OOEOUUDOO

The federal crop insurance program is a central
prodgs am gni f ichairte cofstUS DA, prbdiremuewnt | ayws get fo
budget arMulstaivpilnegt srbdidnd cteh@o Mg se smo dviofuy dt he mai n
financial compodememi wmh ¢ hlesipdiogs,amt he di vision
|l osses bet weeanARRAd G nadn dCAANTI ALSAE paid to Al Ps. As
program, eswietcdhivapltley stelcasceangmeodivemaintover si ght

signirfoilceanitnt hdalteu rf iedger al crop i nsurance program
goals and operates efficiently.

78 SeeTable A-1. Net Total UW Gain/Loss Total (A)- Total (D). FCIC UW Gain/Loss: [Total (A) - Total (D)-
Total (E) + Total (F)]AIPs UW Gain/Loss [Total (E)- Total (F)].

79 SRA divides underwriting gairissses between FCIC and Al@singthree mechanisms: (1) fund allocation, (2)
norproportional reinsurance, and (3) bebk quota shar&he division of underwriting gainkisses iveyond the
scope of thiseport.

80Al Ps6 rate of return on r et &divideddby therpeemiims thattheysetainbnder r under w
the SRA. A target rate of return is not a guaranteed rate of return. For more information, see U.S. Government

Accountability Office,Opportunities Exist tbmproveProgramDeliveryandReduce Cost$GAO-17-501, July 2017,

p. 4. See also RMA Standard Reinsurance Agreement Final Draft Fact Sheet.
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Table A-1.Federal Crop Insurance Costs for 2007 -2016, $ Billions

(A) (B) (C=A-B) (D) (E) (F) (G) (H) (1) (J=C-D-E+F-G) (K=J-H+I)
FCIC Producer - U\évai((;jaggs UVFYaI;((j) SbsyeS RMA Total

Crop Total Premium Paid Indem - A&O and Appro - CAT

Yeara Premium Subsidies Premium nities FCICto AIPs AlIPsto FCIC  CAT LAE priations Fees Total Direct Cost Net Cost b
2007 6.573 3.828 2.745 3.551 1.575 0.000 1.335 0.077 0.047 -3.716 -3.746
2008 9.867 5.696 4.171 8.691 1.096 0.000 2.011 0.076  0.043 -7.627 -7.660
2009 8.961 5431 3.530 5.231 2.299 0.000 1.621 0.077 0.042 -5.621 -5.656
2010 7.607 4.715 2.892 4.258 1.918 0.000 1.371 0.080 0.064 -4.655 -4.671
2011 12.012 7.478 4.534 10.879 1.705 0.000 1.363 0.079 0.058 -9.413 -90.434
2012 11.152 6.992 4.160  17.490 0.000 1.316 1.405 0.075 0.060 -13.419 -13.434
2013 11.836 7.308 4.528 12.107 0.644 0.000 1.398 0.069 0.053 -9.621 -9.637
2014 10.099 6.223 3.876 9.141 1.040 0.000 1.386 0.072  0.053 -7.691 -7.710
2015 9.802 6.101 3.701 6.334 1.820 0.000 1.434 0.075 0.034 -5.887 -5.928
2016 9.335 5.864 3.471 3.595 2.633 0.000 1.443 0.075 0.029 -4.200 -4.246

Total 97.244 59.636 37.608 81.277 14.730 1.316 14.767 0.754 0.483 -71.850 -72.121
Avg. 9.724 5.964 3.761 8.128 1.473 0.132 1.477 0.075 0.048 -7.185 -7.212

Source: &56 XVLQJ 50% "'LUHFW &RVWV RI )HGHUDO &URS ,QVXUD Q FH hathsRMWMDrgL usdd. Baalbditinrabudg®1Bcy go@ustpdfi% ' () LC
Column H is from RMA fiscal year appropriations. Column | is from USDA Fiscal Year Budget Explanatory Notes.

Notes: FCIC =Federal Crop Insurance CorporatiodW = Underwriting; AIPs = Approved Insurance Providers; CAT = catastrophic emerLAE = loss adjustment expenses.

Column D shows indemnities, which are accounted for as a cost to FCIC. Column E and F show underwriting gains and lasse$6é@and AlPs. Column G shows A&O and

CAT LAE delivery expenses paid by FCIC to AlPs. @oliH shows RMA fiscal year appropriations (largely salaries and expenses). Column | shows CAT fees by fiscal giactTotal

costs and total net costare presented as negative numbers because they are funds leaving the federal governmeditetotalst X VHVY WKH FRVWYVY 50%$ FKDUDFWHUL]F
Totalnetcost XVHVY "GLUHFWp FRVWY DV ZHOO DV 50%$ DSSURSULDWLRQV DQG &%$7 IHHV

a. Columns A through G are by crop year. Columns H and | are by fiscal year.
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b.

Total net costsdo not account for all indict costs. CRS could not locate data for certain indirect costs authorized by the Federal Crop Insurance Act, such asimtgta mi
education programs, cooperative agreements, expert reviews, and reimbursements for products submitted by private sulnaét&ection 508(h) of the Federal Crop
Insurance Act.

Table A-2. Government Spending on AIPs, Producers, and RMA, $ Billions
Crop Years 20072016

(O=L+M+H)

(L=F-E-G) (M=C-D+1) (N=-H) (0=K) (P=L/0*100) (Q=M/0*100) (R=H/0O*100)
RMA FCIC Spending on FCIC Spending RMA Appropriations
Crop FCIC Spending FCIC Spending on Appro - AlPs as on Producers as

Year on AlPs Producers priations 0 Total Net Cost % of Total Net Cost % of Total Net Cost % of Total Net Cost
2007 -2.910 -0.759 -0.0767 -3.746 79.31% 20.69% 2.05%
2008 -3.107 -4.477 -0.0761 -7.660 40.97% 59.03% 0.99%
2009 -3.920 -1.659 -0.0772 -5.656 70.26% 29.74% 1.36%
2010 -3.289 -1.302 -0.0803 -4.671 71.64% 28.36% 1.72%
2011 -3.068 -6.287 -0.0788 -9.434 32.80% 67.20% 0.84%
2012 -0.089 -13.270 -0.0749 -13.434 0.67% 99.33% 0.56%
2013 -2.042 -7.526 -0.0691 -9.637 21.34% 78.66% 0.72%
2014 -2.426 -5.212 -0.0715 -7.710 31.76% 68.24% 0.93%
2015 -3.254 -2.599 -0.0748 -5.928 55.60% 44.40% 1.26%
2016 -4.076 -0.095 -0.0748 -4.246 97.72% 2.28% 1.76%
Total -28.181 -43.186 -0.7542 -72.121 Avg. 39.07% 59.88% 1.05%

Source: Compiled by CRS based on data from RMA and other sources.

Notes: FCIC =Federal Crop Insurance Corporation; AlPs = Approved Insurance Providers. Columns L, M, N, and O refer to columns C@ H; IFand K ifTable A-1.

Consistent withFigure 9, FCIC spending ipresented as negative numbe@olumn N = Risk Management Agency (RMA) Appropriations, lwaie largely RMA salaries and

expenses.
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AppendixB. " UOx w( OUUUEOET w/ OOPEa w3
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Producti pAPH)jasntdor(y3) MYiYeP)dl oRredtheat itdirese t hree po
for approximately 88% of total | iabilities in th

(OEPYBDHUBOE w/ OOPEa w3 &xul. Wil /UUOw8/ OwEOD
I ndividual ipsel d
RMA sets every s
types of yield p
met hodol ogi es to

Both APH and aYPprpded uhodesre 9 i et e gAIRRH aRM/Ae ed, e ttehremi ne s
a pr asd uAckestirnregc or ds submitt ed Heexwt dnmst, ipaRddhecequi Wi t

pol i n@devi dubahi pabtdpgéeitdic price
pring prior toRMAaotiegs bawe dmain
ol i ciesss: TARH paalei csiiars |amrd bYR puocsl¢
determine projected prices.

a mini muyneafsfofurrecords andl®iekbAcsaecprxtegpph| a erceoa drs
include sabéeoragehk presmnmeaxtd .crapsj mphe ARHriage of
hi stpretdl
I f producefwor dyeans RBMA veesattrdasnd i@ i yodhed obre
mi ssing years. T lyieedrd sa vaerrea ghBa scesde many wtiyiide | o r e ¢ «
are assodgdndeadhe6T yi el d fa sp rtghdea eaeciddsE prtepcbobr Bdd r
l ess than hfegur ryeyean ¥y,e betafeetnhd 0P yinal d 0f0dk t he
depending on how many years they provide.
For APH RMA idceitedshmi pe®j ected price using a varie
crop. HdrcRMBE gptoer mi nes t he cpornonjoedcitteyd epxtcitheaaen gf erso nu s
met hodol ogy published in the applicabBUiFerCommodit
corn and soybeans, the pagpoeMderdamptrilce Exschargayv
formerly Chicago Board of Tradefjutdaridy @ontcread tn
the same year forfeobouneandonhegbadNOMENbesoybeans (
Figure B-1.Yield Protection Projected Price for Corn and Soybeans

Source: CRS.
For both APH amduXRrpmsolsitkieeed scphbee wd@a( 6p %t and
85%n saomeas) ofi edhrdds rb AAtbHeaerrd 819D 0% of t he project
I ndemni ti esondrfe atcrtiugpderyeéel ds f al | bel ow the yiel
coverage |l evel, dgthtesilbwerratteh.e BMA nd fufmer s CAT cov
producers at 50% of the APH yield and 55% of the
$300 per crop per county.
Yield and price guarantees equal trnhde psredjeecctteedd c o
price, respectivel yoniAn aicntdueanhniytiye lidss tfrailg g ebreel do w

81 CEPPs set price discovery period and methodology. See RMA kitpsif/www.rma.usda.gawoliciestepp.html
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Figure B-2. Revenue Protec tion Timeline of Projected and Harvest Prices
for Corn and Soybeans

Source: CRS.
For RP policies, i ndemniti eé&faart@ atvreingugee riesd liofwean
than the revenue guaranpeeduthbtee gAfPeV N geagaat aet e
the projected or har vestti npersi cteh e( wheivcehl e voefr giusa rhai ng
(bet wee%® nad @) MActarelvenue i s t he @ oadcutcutalo fy itehled pa nod
harvest price. I't deeprodotceser ¢ebei aes ufadbr prheec
of fer CAT Rmwoé¢ilagesfor

2R MA, i P dtps:/bwive.sna.usda.gowblicies! See also lowa State University Extension Ag Decision Maker,
AYield Pr ot ect iFilerAl-32htpg//wivwnextansiennastate,.edgdmeEropshtml/al-52.html

83 CEPPs for eligible crops include the price discovery period for projected prices (and harvest greease of an

RP policy) and t he @ammadity Ekcbanga BriceaPsovisioBse(@EPBMA, i
https://www.rma.usda.gopdliciestepp.html

4R MA, iPol icies. 0 Seeresiatlys oEx tleonvsai o5t aAge Dendivsi on Maker, AiRev
I nsur an c &4, htpsHiwlwexteAsion.iastate.edgimeropshtml/al-54.html
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The default option for RP described above takes
of t

RMA also offers a | ess expensive variation h
whi chomtsiees proj%cted price.

Ul Uw/ OOPEDI Uuw

I nddai ti on to individual revenue and yield polici
several ot herysutcyhp easE aonfmopt celviecniuees pr ot ecti on and m

pr od®Tchtesse polici es%madel upbialiatlit ecd DipB itntseu rfaendcee
crop year 2017.
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Feder al crop insurance policies follow a cycle t
many other insurance sectors thathcempugnes @mmemi un
bill edt teoweanrdd t he JiLdXMH.ance cycl e (

Figure B-3.Federal Crop Insuran ce Policy Cycle

Source: CRS using RMA descriptions of the federal crop insurance cytligpst//www.rma.usda.gqdlicies/
cycleinsurance_cycle.htjénd ARMtech Insurance Services, Crop Insurance Qyitfe//www.armt.com/
Page.aspkiD=2&SID=6.

85 There have been a fewsiintroduced in the 115Congress to remove the premium subsidy for RP and only
provide premium subsidies for RP with Harvest Price Excldsifmn example, thédarvestPrice Subsidy Prohibition
Act (S. 2096andH.R. 4309.

86 For information on the types of federal crop insurance policies offered and ciogscee d, see t he fACrop Pol
Pi | o teomtheRMA websitat https://www.rma.usda.gopblicies2017policy.html
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Federal Crop Insurance Cycle
Insurance Offer

The insurance cycle begins with the insuraaffer. RMA publishes actuarial documents listing the insurance plan, specific ¢
(e.g., high amylose or ndrigh amylose corpland farming actice (e.g., irrigated or namigated, organic or conventional) that
may be insured in a countgs well as ceerage levels, price guarantees, premium rates, and subsidy amounts.

Sales Closing Date

Insurance applications must be completed and signed no later than the sales closimghtdtearies by crop_ate applications
may be rejected by the approved ineblDQFH SURYLGHU $,3 $Q\ FKDQJHV D SROLF\KROG
coverage for the current crop year must be made on or before the crop sales closing date.

Acceptance

After the sales closing date, insurance providers process tim#dynitted applications and determine which applications meet
eligibility requirements. The insurance providers issue a summary of coverage and the appropriate policy documents to ¢
applicants. A policyholder may not cancel the policy for the irgtiap year after an application has been accepted.

Production Reporting

$ SURGXFWLRQ UHSRUW LV D ZULWWHQ UHFRUG RI WKH LQVXUHG: -V D@ Q )
insurance purposes. The production reporting date is tieadline for submitting production reports that are used to calculate
APH yields for the current crop year. The date is specified in the Special Provisions section of the policy.

Insurance Attaches

For annual crops, insurance coverage comes into efE @ WWDFKHVu DQQXDOO\ ZKHQ SODQWLQ.
or before the crop's published final planting date unless late or prevented planting provisions apply. If prevented planting
provisions apply, and the crop cannot be timely planted tdute causes specified in the crop provisions, the affected acreag
may be eligible for a prevented planting payment. For perennial crops, insurance attaches each crop year on the datesp
the Crop Provisions sectioof the policy

Acreage Repor ting

Each year, policyholders must report to the AIPs the number of insurable and uninsurable acres planted (or prevented frd
EHLQJ SODQWHG LI SUHYHQWHG SODQWLQJ FRYHUDJH DSSOLHV LQameidL]
the crops, the location of the planted acreage, farming practices used, and the types or varieties planted for eachropsured
each county. These reports are due by the applicable acreage reporting date. The AIPs use the reports to establishrihef g
coverage and premium due for the crop. AIPs may deny coverage if the acreage reports are filed after the acreage repori
deadline.

Summary of Coverage
AlPs process properly completed and timely filed acreage reports and issue to policyholdemsary of coverage that specifie

the insured crop, the insured acres, and the amount of insurance or guarantee for each land unit covered. Policyholders |
make changes to filed acreage reports if AIPs agree to the changes.

Premium Billing

BUHPLXPUQHGIDDQG SD\DEOH DW WKH WLPH LQVXUDQFH FRYHUDJH EHJL(
contained in the acreage reports no earlier than the premium billing date specified in the crop actuarial documents. Tira
billing will specifyhe amount of premium and any administrative fees that may be due. If the premium or administrative feq
not paid by the date specified in the actuarial documents or policy, the AIP may assess interest on the outstanding premil
balance.

Notice of Dama ge or Loss of Production

7KH SROLF\KROGHU PXVW ILOH ZULWWHQ QRWLFHV RI GDPDJH RU ORVW# H
discoveryof damage or loss of producticand no later than 15 days aftére end of the insurancegpiod unless otherwise
stated in the individual crop policy. Individual crop provisions may impose additional requirements. These written owsificat
provide AlPs time to inspect the crop and determine the extent of crop damage or potential productforettee crop is
harvested or otherwise disposed.

Inspection

After the AIP receives the written notice of damage or loss, it may send a loss adjuster to inspect the damaged cropeand
information. If the policyholder wishes to destroy or leave the gimharvested, the loss adjuster will conduct an appraisal to
establish the crop's remaining value and complete applicable forms. If the crop has already been harvested, or will not bg
harvested by the end of the insurance period, the loss adjuster whleganformation needed to assist the policyholder with
filing a claim for indemnity. It is the policyholder's responsibility to establish the time, location, cause, and amoyidss. a

Indemnity Payment
After a claim is approved, the AIP issuesla@ GHPQLW\ FKHFN 7KH $,3 SURYLGHV D "VXPPD
deductions to the amount of indemnity for outstanding premium, interest, or administrative fees.

Source: CRS compilation of information from multiple sources.
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AppendixC. + PUU wWOITuE m(xQUWYUE OET w/

Table C-1.Approved Insurance Providers
(2018 Reinsurance Year)

ACE American Insurance Company (Rain and Hail )4 LC

American AgriBusiness Insurance Company (ARMtech Insurance Services, Inc.)
American Agricultural Insurance Company (American Farm Bureau Insurance Services, Inc.)
CGB Insurance Compar(£GB Diversified Services)

COUNTRY Mutual Insurance Company

Farmers Mutual Hail Insurance Company of lowa

Great American Insurance Company

GuideOne Mutual Insurance Company (Crop Pro Insurance Services, LLC)
Hudson Insurance Company

NAU Country Insurance Compathy

Producers Agriculture Insurance Compamrg Ag Management, Ic.

Rural Community Insuranc@ompany

Stratford Insurance Company (Crop Risk Services Inc.)

Technology Insurance Company, Inc. (AmTrust Agriculture Insurance Services)

XL Reinsurance America, Inc. (Global Ag Insurance Services, LLC)

Source: The AlIPs for 2018 reinsurance year are from RMA Crop Insurance Providers List for 2018 at
https://www3.rma.usda.gdebls/agentstompanieshdexCl.cfm

Notes: In reinsurance year 2016, the three largest AIPs by direct wrigiesmium were ACE American
Insurance Company (Rain and Hail, LLIRJral Community Insurance Services, and NAU Country Insurance
Company. Together they wrote about 47% of all federal crogurance premiums before reinsurance. See
Insurance Information Institute, 7 R S : U loWIHlltipM Peril Crop Insurancky Direct Premiums Written,
20186 phttps://www.iii.orgarticlebackgrounebn-crop-insurance

a. Inreinsurance year 2016, ACE American Insurance Company wrote $1.73 billion in direct written premium
before reinsuranceypr approximately 18.6% of all federal crop insurance premiums that year.

b. Inreinsurance year 2016, NAU Country Insurance Company wrote $1.12 billion in direct written premium
before reinsurancegr approximately 12.1% of all federal crop insurance premiums that year.

c. Inreinsurance year 2016, Rural Community Insurance Serwiogte $1.50 billion in direct written
premium before reinsurancer approximately 16.2% of all federal crop insurance premiums that year.
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AppendixD. 1EUl wOil w1l OUUOQwWOOw/ Ul Ob

Figure D-1. Participating Insurance &RPSDQLHV:- 5HWDLQHG 3UHPLXPV WK
*RYHUQPHQW:V 4XRWD 6KDUH DQG &RPSDQLHV:- 8QGHUZULWL

19962015
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Randy Schnepf was instrumental in refining the struancecontent of this report. His contribution was
invaluable.
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